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PRICES AND CURRENCY IN JAPAN 

SUMMARY 

Rise of prices and wages, 433. — Synchronism with changes in the 
United States, 434. — Currency inflation and prices keep step, 434. — 
Government borrowing no cause of currency expansion, 435. — Bank 
notes expanded but deemed secure, 437. — Rise of interest rate, 439. — 
Rising market expected to continue, 441. — Criticisms and forebodings, 
442. 

During the war and the Armistice Japan passed 
through much the same economic experience as other 
manufacturing and maritime nations. There was an 
initial depression after hostilities broke out, followed by 
nearly four years of rapid manufacturing growth, in- 
tense industrial and commercial activity, high profits, 
speculative promotion, and inflation. Then with the 
Armistice came a sharp but temporary reaction. Prices 
fell abruptly for a brief period, then began to recover. 
Soon business was again in full swing, more confident if 
possible than ever. For while the war was raging every 
peace rumor depressed the market. Now that peace 
has come nothing visible intervenes between the castle 
tops — no matter how lofty — of any promoter's dream- 
land and the blue sky above. 

This deviation from customary conditions has pro- 
gressed of late with accelerated velocity. Prices rose 
gradually but steadily during the first half of the war, 
then suddenly spiraled upward. Wages lagged behind 
until after the Armistice, then they spurted after prices 
with a speed that would soon have overtaken anything 
less agile and aspiring. 

Down to the end of 1916 the relation of wages to 
prices remained about normal. Since 1900 or there- 
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abouts the standard of living in Japan had been rising 
faster than the cost of living. At the end of 1913 wages 
were 46 per cent higher and prices were 33 per cent 
higher than they had been at the opening of the cen- 
tury. Two years later wages were 49 per cent and prices 
were only 30 per cent above the figures in 1900. For a 
year longer wages continued to increase faster than 
prices; then the condition was suddenly reversed. By 
the close of 1917 the rise in wages since 1900 had be- 
come 105 per cent while that in prices had reached 154 
per cent ; and at the end of the war the two were respec- 
tively 157 and 195 per cent above their level eighteen 
years before. In spite of a permanent decline after the 
Armistice in the cost of some commodities, such as pig 
iron and heavy chemicals, the price index had risen to 
about 240 per cent above that of 1900 by the end of 
September, 1919, or more rapidly since hostilities ceased 
than at any time during their continuance. The recent 
increase has been especially marked in case of food — 
rice having quadrupled in price in less than two years. 1 

1 The following percentage tables showing price movements for commodities and 
cost of living respectively are compiled from different sources. For Japan they are 
from the Oriental Economist and the Bank of Japan; for Great Britain from the 
Statist; for the United States from Bradstreets. The base dates are different. 



Date 


Commodity prices 


Date 


Cost of living (as collated 
by the firm of Mitsui 
Bussan Kaisha) 




Great 
Britain 


United 

States 


Japan 


London 


New 
York 


Tokyo 


1913 

1914 

1915 

1916 

1917 

1918 

Jan., 1919 

Feb., 1919 

Mar., 1919 

April, 1919 

May, 1919 

June, 1919 

July, 1919 

Aug., 1919 

Sept., 1919 

Oct., 1919 


100.0 
100.0 
127.1 
160.0 
205.9 
227.1 
224.4 
220.6 
217.3 
217.2 
228.9 
235.0 
242.8 
250.2 
252.7 
264.0 


100.0 
96.7 
107.0 
120.3 
170.0 
203.2 
206.3 
191.5 
187.1 
187.7 
187.2 
196.5 
205.2 
217.2 
211.5 
211.9 


100.0 
95.5 
96.7 
117.2 
148.5 
195.9 
214.2 
213.0 
206.3 
206.6 
214.6 
228.1 
247.2 
251.0 
257.0 
271.0 


June, 1914 
Dec, 1914 
Dec, 1915 
Dec, 1916 
Dec, 1917 
Dec, 1918 
Jan., 1919 
Feb., 1919 
Mar., 1919 
April, 1919 
May, 1919 
June, 1919 


100.0 
109.8 
142.6 
192.5 
229.3 
236.3 
237.4 
235.3 
232.3 
234.7 
243.3 
229.4 


100.0 
105.0 
126.1 
158.6 
207.5 
214.3 
206.9 
198.6 
202.6 
202.0 
210.7 
211.1 


100.0 
98.3 
138.8 
156.6 
194.3 
238.7 
234.8 
227.0 
223.6 
227.8 
244.3 
256.1 
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This has naturally stimulated the upward movement 
of wages. But an exact measurement of the latter is 
difficult, because it has been accompanied in many 
establishments by a reduction in the hours of work, with 
a corresponding addition to overtime earnings. During 
the single month of July, 1919, increases of 30 per cent 
were made in several important industries ; and tho the 
wage level is generally believed to be lower even now as 
compared with the price level than it was at the out- 
break of the war, the recent tendency has been toward 
restoring their traditional relation. 

Leaving now the comparison of prices and wages, two 
other interesting parallels appear. The rise of prices by 
groups and by individual commodities — especially 
raw materials and important classes of manufactures — 
has followed closely that in the United States. The 
word " followed " is used advisedly; for the initiative 
seems to come from our side of the Pacific. Synchronism 
of price movements in America and Japan is much more 
striking than in Europe and Japan. 1 

In the second place prices and currency inflation have 
kept step with each other with the same rhythmic preci- 
sion as in our own country and beyond the Atlantic. 
Until the end of 1916 (which it will be recalled was the 
dividing line between normally ascending prices and the 
abrupt skyrocketing that ensued) the quantity of coin 
and bank notes in circulation remained at about the pre- 
war level. In 1915 it fell to the lowest point since 1912, 
Yen 493,000,000; and it rose less than 10 per cent be- 
tween 1912 and the middle of 1916. Then a change 
occurred as marked as in case of prices. Within two 
years of the latter date the volume of currency practi- 
cally doubled. This monetary deluge, consisting almost 

1 According to compilations and charts of the U. S. Bureau of Foreign and Domestic 
Commerce. 
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entirely of paper, had by no means reached its crest 
when the war ended. In fact Japan added to its cur- 
rency during the first fiscal year of the Armistice a sum 
in bank notes alone nearly equal to all the bank notes 
in circulation two years before. Japan's paper money 
has more than quadrupled during the past four years 
and at last reports was still increasing. The proportion 
of coin in circulation has fallen from 35 per cent to 15 
per cent during that period. 

This paper expansion is not caused by government 
borrowing. The public debt of Japan has increased but 
Yen 672,000,000 since the beginning of the war, and a 
major part of this increment is represented by home 
owned treasury bills. Nor has the ratio of specie reserve 
to bank notes declined. It was about 65 per cent when 
the war began and 66 per cent when the war ended. In 
this respect the expansion of currency has been largely 
what we have recently learned to call " gold inflation." 
This specie consists mostly of war earnings and profits 
belonging to its customers, to whom the Bank of Japan 
or associated banks has issued bank notes or credits in 
return for their gold credits in foreign countries, espe- 
cially Great Britain and the United States. The gold 
could not be collected in kind during the war on account 
of the embargo upon its export laid by those govern- 
ments. However during the period of hostilities much 
bullion was brought to Japan from South America, and 
since the Armistice considerable gold has come from the 
United States. So the quantity of precious metals physi- 
cally present in Japan is much larger than when the war 
began. But it is not in actual circulation, the govern- 
ment having been forced to issue fractional paper cur- 
rency to take the place even of the small silver coins 
formerly in universal use. At the end of October, 1919, 
the government and the Bank of Japan together held 
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Yen 1,899,000,000 of specie, of which Yen 1,354,000,000 
was still deposited abroad. The bank is severely criti- 
cized at home for counting its foreign specie holdings as 
part of its note reserve and issuing paper money against 
this security. 

But over and above the bank notes that are accounted 
for by specie reserves held in Japan and elsewhere there 
remains a sum in paper money exceeding by several mil- 
lion yen the total bank note circulation of the Empire 
the last year of peace. How is this accounted for ? 

Under the law the Bank of Japan, which is the only 
bank of issue in the archipelago proper, may emit up to 
120 million yen of notes, secured by government or 
private securities or commercial bills, which are either 
tax free or in some contingencies subject to a light im- 
post. It may issue notes secured by the same kinds of 
paper over and above 120 millions to any amount to 
which the minister of finance may consent, by paying a 
tax of not less than 5 per cent upon their par value. 
When business is booming and profits are high, bor- 
rowers upon securities and commercial bills are willing 
to pay enough for bank accommodation to justify the 
bank in paying 5 per cent tax upon an excess note issue, 
in order that it may loan to such customers. If the 
bank shows a disposition to increase its circulation un- 
wisely, the government can use either a direct veto or 
an increased tax in order to discourage further note 
expansion. Everything naturally depends upon the 
conservatism of the bank authorities and the discretion 
of public officials. Before the war there were seldom 
bank notes upon which the 5 per cent tax was paid, 
because the excess above those secured by specie and 
bullion was normally less than 120 million yen. By the 
end of 1919 the quantity of 5 per cent taxed notes out- 
standing was more than four times the maximum quan- 
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tity of untaxed and low taxed notes authorized by law 
which was also in circulation. The effect of the war is 
shown by the following table giving the note circulation 
and loans of the Bank of Japan at the close of each 
calendar year in the nearest million yen: 

Year Note circulation Specie reserve Taxed notes Loans 







Yen 1,000,000 






1914 


385 


218 


47 


87 


1915 


430 


248 


61 


58 


1916 


601 


410 


70 


188 


1917 


832 


649 


63 


170 


1918 


1152 


721 


310 


627 



1919 1564 951 492 723 

Presumably the security behind those additional notes 
not covered by specie reserve was not quite so con- 
servatively selected as before November, 1917, when 
a government order made the Bank of Japan extend 
the list of collateral securities for loans, " in order 
to facilitate the financing of trade and industries at 
home." Moreover most private securities in Japan have 
advanced tremendously in nominal value during the 
war, and many of them represent capitalization based 
upon the war cost of factories, machinery, and ships, 
and upon war profits. Since October, 1917, the govern- 
ment has issued Yen 115,000,000 in the fractional paper 
currency already mentioned, to take the place of coins 
which disappeared from circulation. This currency is a 
direct obligation of the state, and has no relation to the 
bank notes just described; but it likewise contributes to 
the present inflation. 

Nevertheless, no one doubts the security behind 
these notes. Like our federal reserve notes they are 
backed ultimately by the government. Japan's financial 
and currency condition is not comparable with that of 
France, Italy, or even Great Britain. Indeed from a 
bookkeeping point of view it is sounder than our own; 
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since Japan's specie reserve is relatively larger than ours. 
But while our currency increased some 50 per cent dur- 
ing the war, that of Japan increased 180 per cent. 

Consequently the cost of living is outdistancing aver- 
age income, and the people are profoundly discontented. 
They attribute their ills in the main to inflation. 
They refuse to regard the rise of prices and the unset- 
tlement of wages as necessarily worldwide phenomena, 
and insist on finding local causes for these evils. Per- 
haps their proximity to China, where business continues 
placidly without such radical displacements, encourages 
this opinion. The Japanese say that " hard money " 
China proves their contention. 

Moreover in Japan, as in the United States, an uneasy 
memory lingers of the currency ills of a former genera- 
tion. At a time when that country's commerce and 
manufactures were still in their infancy it had a period 
of inflation, following the Saigo rebellion in 1877. Great 
quantities of non-convertible notes were issued at this 
time, with the result that the prices of commodities 
went soaring. Prices reached a maximum in 1878 and 
business did not recover a stable basis till six years 
later. 

Today's demand that the government exert itself 
vigorously to reduce the currency comes from almost 
every quarter except the country gentry, who are profit- 
ing exceedingly by the high price of rice. Commercial 
bodies, bankers, and even the House of Peers have felt 
called upon to make representations to the cabinet, if 
not specifically recommending a curtailment of the 
money supply, at least urging the authorities to deal 
radically with high prices. As in this country there is a 
variety of counsels. Even the ministry is reported to be 
divided as to policies, and a political complexion is given 
purely economic measures. According to a leading 
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daily: " The Minister of Finance has peculiar ideas re- 
garding economics. An inflation of the currency accord- 
ing to him is not a cause but an effect of the advance in 
prices; currency is wealth, and we should not deplore but 
congratulate ourselves on an increase of paper money 
and credit." Another prominent journal characterizes 
the minister's views as " intolerably indiscreet and irre- 
sponsible." A third newspaper of wide circulation and 
authority believes that even were the minister's views 
correct, and were a policy of deflation to check the pres- 
ent intense business activity, nevertheless such meas- 
ures are required. " If the currency is reduced we may 
expect perhaps a financial depression to follow ; but this 
is no cause for alarm. The fact is that the present pros- 
perity is but empty inflation, unnatural and unhealthy. 
A great reaction is sure to come some day. It is better 
to reduce the magnitude of this reaction by taking 
timely measures to check inflation before it arrives." 
Such opinions seem to represent the sound business 
opinion of the country. 

Still the authorities are moving very slowly. Bank 
rates have been advanced and a domestic loan was 
issued to absorb money in excess of real business needs 
and thus prevent unhealthy speculation. But the fact 
that these short term exchequer bonds bear interest net- 
ting the purchaser 6.77 per cent, and that subscriptions 
even at this rate were unsatisfactory, indicates that in- 
flation does not always make money plentiful. Indeed a 
sensible stringency has prevailed recently in the Jap- 
anese money market. The thirst for currency seems to 
grow with indulgence. By multiplying the tokens of 
wealth the government increases the demand for them. 

Of course we must not overlook the fact that the leaven 
in this mass of ferment is the world's want of goods and 
Japan's ability to earn high profits making and market- 
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ing these goods. But by unsettling the relation between 
physical property and its monetary measure the authori- 
ties have added to the gambling element in business. 
Those who can command capital or credit bet that goods 
will continue to rise and that money will continue to 
depreciate; and so long as they are winning there is no 
limit to their demand for money to raise their wagers. 
This call for money is over and above another concur- 
rent demand — more legitimate than that of the specu- 
lating profiteers but also in turn highly speculative — 
for money to increase the machinery of production, to 
build factories and ships. So multiplying the supply of 
money may simultaneously lower its value and raise the 
price paid for using it; depreciation and rising interest 
go hand in hand. 

The disposition to bet on the continuance of a rising 
market — a market rising partly on account of inflation 
— is not confined to goods that pass into direct con- 
sumption. Perhaps one should say, not "bet," but buy 
titles to goods; for in many cases no physical supplies are 
held by either seller or buyer. Not only do speculators 
hold rice, sugar, cotton yarn, and raw silk for higher 
prices 1 , but they innate the capital of productive en- 
terprises upon the assumption of continuously rising 
markets. A shipping firm with a moderate investment 
in one or two ships will mortgage those ships on the 
strength of high charter rates in order to buy equities in 
additional vessels. As charter prices continue upward 
the increased earning power of these vessels — which 
leads in turn to increased bidding for new construction 
and growing cost per ton — is capitalized and additional 
money is borrowed upon this security to buy equities in 
more ships. Buoyed up by these vessels, like the cloud 
of canvas that used to tower above an old time Yankee 
clipper, floats a lofty and unstable superstructure of 
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more or less imaginary capital, far less substantial than 
the clipper's canvas — for it is made of paper. First of 
all there is the increased capitalization of the shipping 
company — always tending to expand in proportion to 
the volume of business the company controls; then 
come the securities that have been marketed by the 
company, the mortgages which it has given on its prop- 
erty in order to buy new equities; and last of all, per- 
haps, we have circulating through the community bank 
notes issued against these securities. So the nominal 
capital invested in the shipping business grows faster 
than actual tonnage, or even than its value expressed in 
inflated prices. The old Japanese steamship lines finance 
their extensions from their immense reserves, and have 
not participated in the practice just described. Neither 
have conservative and long established manufacturers. 
But inflation has encouraged a mushroom growth of new 
companies for whom expanding currency and rising 
prices are a necessary condition of existence. 

So the thirst for paper money — or for more money — 
grows with its gratification. Some men in Japan, like 
the Minister of Finance, believe that multiplying these 
tokens of wealth assists to increase real wealth — that 
this flood of bank notes actually turns the wheels of 
factories and bears to market the cargoes they produce. 
His opponents believe that the supply of currency should 
follow and not anticipate the expansion of production, 
and that for the amount of money in a country rapidly 
to outstrip the country's ability to produce goods is a 
form of hypertrophy as dangerous to the economic or- 
ganism as an analogous maladjustment would be to the 
physical organism. They cite the following existing 
conditions in Japan as signs of such an unhealthy de- 
velopment: 

1 . An increasing concentration of wealth in the hands 
of speculators, landlords, and industrial capitalists, be- 
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cause prices have risen faster than wages, salaries, and 
other incomes from service. Company dividends of 50 to 
70 per cent are not uncommon, and average profits are 
abnormally high. The increase of great fortunes during 
and since the war is a matter of common knowledge. 
This shifting of wealth into the coffers of a few firms and 
individuals is much more of a subject for neighborhood 
comment and criticism in a small and homogeneous 
country like Japan than in a large country like the 
United States. 

2. An epidemic of gambling in staple commodities 
which is harmful to the general public. " With little or 
no decrease in production, cotton yarn has doubled in 
price within a year." " There are sufficient supplies of 
rice, while a bumper crop is promised for the next har- 
vest. Yet the price of rice continues to soar, intensi- 
fying the feeling of unrest among the people. This is 
chiefly due to the machinations of speculators and the 
hoarding of wealthy farmers. These practices are facili- 
tated by the unnatural inflation of the currency. " " The 
inflation of the currency and the unrestricted speculative 
fever are among the chief factors in forcing up prices. 
There is now a most marked sign of intense speculation 
— with the demand for provisions as its nucleus — in 
towns and rural regions alike. . . . Cotton yarn and 
cloth, sugar and wheat are equally objects of profiteering. 
It even happens that transactions exceed production by 
several times, thus absolutely ignoring the interests of 
the consuming public." Such press opinions might be 
quoted indefinitely. 

3. Speculative promotion and capital inflation. In 
October, 1919, according to the Hypothetic Bank, the 
average paid up capital per share of the stocks dealt 
upon the Tokyo exchange was Yen 58.49, while the 
average quotation per share was Yen 250.20. Average 
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dividends were 20.77 per cent per annum. Many of 
these shares represent stock dividends issued to capital- 
ize war earnings or war earning capacity; while others 
are new issues by companies still in the initial stages 
of development. To quote a typical press comment, 
that might apply to almost any recent period, 
" promotion boomed again during October, and the 
effect of inflation was displayed to the fullest effect." 
The total of funds called into use for that month was 
Yen 562,365,000. During the same month 323 new 
stock companies were floated, and 81 were enlarged. 
In the course of the war the cotton machinery of Japan 
increased less than 20 per cent, but the paid up capital 
invested in that industry increased 60 per cent. Yet 
cotton spinning is one of the highly centralized and 
conservatively managed industries of Japan. In many 
branches of manufacture it is safe to assume that capi- 
talization has multiplied from five to tenfold as rapidly 
as the physical plant upon which it is ultimately based. 
According to an estimate made by the Bank of Japan 
the increase of capitalization in Japan during the war 
was about $2,340,000,000, as compared with $600,000,- 
000 for an equal period under pre-war conditions. Since 
the Armistice the growth of capitalization has been even 
more rapid than it was during hostilities. In the course 
of 1919 it was Yen 4,301,539,000, or Yen 1,121,530,000 
more than in 1918, which had broken all previous rec- 
ords. The increase in stocks and bonds has followed 
about the same curve as the expansion of currency and 
the rise of prices. Investment has turned from manu- 
facturing toward commerce and banking — tho by no 
means deserting the former field — because it is difficult 
to procure machinery for equipping factories while it is 
relatively easy to find immediate productive employ- 
ment for money in trading and finance. 
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So we have a whole constellation of economic phe- 
nomena — prices, wages, currency inflation, commodity 
speculation, and investment growth — moving almost 
in the same orbit. Moreover that orbit is aberrant 
from the normal orbits we have been accustomed to 
observe. The great convulsion of the war is the proxi- 
mate and obvious cause of this common aberration. 
But the economist will not rest content without a closer 
study of the method by which the cause has produced 
its successive effects upon each of these elements in our 
economic life, and the order in which this effect has been 
transmitted from the one to the other. Is currency in- 
flation the stone that precipitated the avalanche ? Ja- 
pan affords a laboratory experiment which suggests, at 
least, that a nation's monetary system is one of the first 
points in the body economic that the disease of war 
attacks, and that from this base it speads its toxins 
throughout the remainder of the business and social 
organism. 

Victor S. Clark. 



